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Income tax for 
primary producers 
Increased farm incomes of the past 
two years and recent changes 
in income tax provisions have 
aroused enquiry concerning taxa-
tion for primary producers. 
Most farmers who have had pre-
liminary March, 1975, income plus 
provisional tax assessments made 
have been astonished by the size of 
their likely commitment. 
This article explains the taxation 
provisions applying to primary pro-
ducers and gives an example of how 
tax is calculated, showing why 
March, 1975, will be a time of 
reckoning for many farmers. 
By P. J. Hackett, 
Rural Economist 
The example given involves a three-
way farming partnership on 2 000 
hectares in a wheat/sheep area. 
The taxation account has risen 
from $4 500 last year to $17 886 
in March, 1974, to $51027 in 
March, 1975. 
The example shows the method 
used to calculate livestock trading 
profits and the application of the 
averaging provisions available to 
primary producers. 
Many of the previous special 
provisions introduced into the in-
come tax legislation to help primary 
producers stabilise income and to 
provide an incentive for them to 
invest in property improvement and 
in plant and equipment have re-
cently been removed. 
Gross income 
Generally speaking, income derived 
from all sources is subject to tax, 
but certain exemptions are provided 
—for example, income derived from 
overseas sources is exempt so long 
as it is not exempt from income tax 
in the country from which it is de-
rived. In Australia, capital gains 
(including legacies and gifts) are 
not subject to income tax. 
The amount upon which tax is 
payable each year is known as the 
taxable income. This is calculated 
by deducting from gross income all 
amounts which are allowable as de-
ductions. 
Allowable deductions 
Allowable deductions can be divided 
into five main classes: 
A. Operating expenses 
Deductions are allowable for all ex-
penses incurred in the course of 
earning assessable income, other 
than capital, private or domestic ex-
penses. The more common items 
of expenditure in this category are 
fertilisers, fuel, repairs, interest, 
rates, and so on. 
B. Capital expenditure 
Although capital expenditure is not 
generally allowable as a deduction, 
a primary producer may claim de-
ductions for certain items of capital 
expenditure which will bring land 
into production or improve the pro-
ductive qualities of land already in 
use. In this category, deductions 
may be claimed for expenditure as 
indicated in Table 1. 
C. Depreciation allowances 
A deduction is allowable for de-
preciation, or wear and tear, on 
plant, machinery and equipment 
used by a taxpayer for the purpose 
of producing assessable income. 
Each year a certain proportion of 
the cost of these articles is allowed 
as a deduction, the rate of the allow-
ance for each article being usually 
based on its estimated life. 
For primary producers, however, 
special provisions apply: 
• Depreciation is allowable on most 
structural improvements on agri-
cultural and pastoral land in ad-
dition to plant, machinery and 
equipment. 
• A special rate of depreciation— 
10 per cent of the cost of per 
annum—is allowed on most plant, 
machinery and equipment which 
is used exclusively for agricul-
tural or pastoral purposes. 
Upon the disposal of an asset on 
which depreciation has been allow-
ed, the difference between the de-
preciated value and the sale price 
resulting in a disposal gain (income) 
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or loss (deduction) is brought to 
account. 
Table 2 shows the rates which 
apply. 
Items now being depreciated at 
old (pre-1973 Federal Budget) 
rates will continue at these rates un-
til written off unless a partnership 
change is effected involving plant, 
equipment and/or structures, in 
which case current rates will be-
come applicable. 
D. Personal and family allowances 
Personal and family allowances are 
not related to the taxpayer's busi-
ness but to his family and domestic 
responsibilities. They are well 
documented on taxation forms. 
Table 1—Allowable deductions 
Eradication of animal or vegetable pests 
Destruction and removal of t imber and scrub 
Destruction of weed or plant growth det r i -
mental t o the land 
Ploughing and grassing the land for grazing 
Draining of swamp or low lying land 
Preventing o r combating soil erosion other 
than by the erection offences 
The erection of fences on the land to exclude 
livestock f rom areas affected by soil erosion 
The erection of fences on the land to sub-
divide the land 
The construction of— 
dams 
underground tanks 
bores 
levee banks 
wells 
concrete tanks 
Fences to exclude pests 
for 
Pri 
capital expe 
me cost 
% per annum 
10 
10 
10 
10 
10 
10 
3 
3 
10 
10 
74 
24 
24 
2 
3 
nditure 
Diminishing value* 
% per annum 
NA 
NA 
NA 
NA 
NA 
N A 
4* 
44 
15 
15 
111 
3} 
31 
3 
4i 
NA — not applicable 
* Diminishing value depreciation rates, one and a half times the prime cost figure, may be 
used. In this case the rate is applied to the start of each year book value rather than the 
original cost. 
The Diminishing Value Method wi l l be preferred by most producers w i th current high 
tax rates. 
Table 2—Rates of depreciation allowances for pr imary producers 
Agricultural implements and plant 
Trailers 
Engines 
Boring plant 
Fruit grower 's plant 
Metal tanks containing bore water 
Vehicles (cars, uti l i t ies, trucks) 
Bulldozers 
Tractors 
Irrigation plant 
Shearing machines 
Metal piping 
Windmil ls 
Lighting plant 
Troughs 
Piping (not metal) 
Metal tanks containing rainwater 
Sheep and cattle yards 
Grain silos 
Fencing 
Machinery sheds 
Shearing sheds 
Prime cost 
% per annum 
10 
10 
10 
10 
10 
10 
15 
15 
15 
74 
74 
74 
5 
5 
5 
5 
5 
5 
3 
3 
2 
2 
Diminishing value 
% per annum 
15 
15 
15 
15 
15 
15 
224 
224 
224 
IIJ 
11} 
M l 
74 
74 
74 
74 
74 
74 
••4 
4^ 
3 
3 
E. Miscellaneous deductions 
There are many miscellaneous de-
ductions which do not fall into any 
of the foregoing groups. Two of 
the more important of these for 
primary producers are: 
• Trading losses, the result of pre-
vious primary production, are de-
ducted from taxable income. 
• Zone allowances are deductible 
for taxpayers living in the more 
remote areas of Australia. 
Averaging of incomes 
Within certain limitations which 
apply mainly to incomes in excess 
of $ 16 000, primary producers are 
entitled to avail themselves of the 
averaging provisions of the income 
tax law. 
Under these provisions, the aver-
age taxable income of the current 
year and the four preceding years 
is calculated, and the taxable in-
come for the current year is assessed 
at the rate of tax applicable to the 
average taxable income up to a 
maximum of $16 000 taxable in-
come. Amounts in excess of $16 000 
are taxed at the normal rate applic-
able (60.3 to 66.7 cents in the dol-
lar). 
It will be seen that a considerable 
benefit can be obtained from aver-
aging while a primary producers' 
income is increasing from year to 
year. This is seen in the example 
below. 
A taxpayer may elect to with-
draw from the averaging provisions 
at any time, but having done so he 
has no right of re-entry. 
Provisional tax 
Salary and wage earners are subject 
to instalment deductions for pay-
ment of current tax out of weekly 
earnings, and other individual tax-
payers are liable to provisional tax. 
Provisional tax is, therefore, the 
means by which people whose in-
comes are not derived from salary 
or wages pay their current tax out 
of their current income. A finan-
cial year's tax is not payable until 
March of the following year. Pro-
visional tax is also payable at this 
time. 
The amount of provisional tax 
for any year is, in the first place, 
determined by the tax assessed on 
income of the previous year. The 
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SUMMARY OF TAXATION SITUATION FOR A CEREAL AND SHEEP FARM 
LIVESTOCK PROFIT 1972/73 1973/74 
Start—sheep 
Purchase of rams 
Natural increase 
Sales 
Rations 
Deaths 
End 
Livestock profit 
No. 
450 
10 
700 
440 
30 
220 
470 
$ 
10 900 
600 
$ 
14000 
60 
10 065 
No. 
5 470 
10 
1 700 
1 500 
30 
220 
5 430 
12 625 
24 125 24 125 
$ 
10 065 
900 
16 647 
18000 
55 
9 557 
27 612 27 612 
Average value calculation: 
Start 
Purchases 
Nat. Inc 
Average value 
5 450 at $2 = 
10 at $60 = 
1 700 at $1 = 
7 160 
$ 
10 900 
600 
1 700 
13 200 
1.84 
5 470 at $1.84 = 
10 at $90 = 
1 700 at $1 
7 180 
$ 
10 065 
900 
1 700 
12 665 
1.76 
T A X A B L E I N C O M E 
INCOME: 
Wheat 800 tonnes 
Pools 
Wool 22 800 kg 
Livestock profit 
Rebates etc. 
Gross Income 
DEDUCTIONS: 
Fertiliser 
Fuel .... 
Sheep costs 
Rates .... 
Licences 
Insurances 
Repairs 
Seed 
Spray 
Labour 
Administration 
Interest 
Depreciation 
1972/73 
$ 
29 600 
38400 
12 625 
520 
81 145 
1972/73 
$ 
300 
800 
100 
450 
350 
520 
600 
230 
300 
000 
500 
100 
800 
32 050 
1973/74 
$ 
34 040 
9 800 
47 100 
16 647 
610 
108 197 
1973/74 
$ 
5 700 
4 100 
6 300 
500 
370 
550 
I 750 
270 
270 
5000 
600 
I 000 
3 500 
29 910 
PARTNERSHIP NET 
INCOME 
Three-way share 
Father 
Son 
Wife 
49 095 
16 365 
16 365 
16 365 
78 287 
26 096 
26 096 
26 095 
C A L C U L A T I O N O F O N E P A R T N E R ' S T A X 
A N D A P P L I C A T I O N O F AVERAGING. 
Father: 
Partnership income 
Other income 
Personal deductions 
Taxable income 
Taxable income 
1968/69 
1969/70 
1970/71 
1971/72 
1972/73 
1973/74 
Average 
Average rate 
Tax .... 
Provisional tax 
less provisional 
(previous year) 
Amount due 
Total three partners** 
1972/73 
$ 
16 365 
16 365 
I 400 
14 965 
$ 
7 100 
5 200 
4 700 
5 800 
14 965 
7 553 
24 6 c 
3 681 
3 681 
7 362 
1 400 
5 962 
17 886 
March 1974 
1973/74 
$ 
26 096 
26 096 
I 400 
24 696 
$ 
5 200 
4 700 
5 800 
14 965 
24 696 
I I 072 
30-8 c 
* I0 345 
10 345 
20 690 
3 681 
17 009 
51 027 
March 1975 
* averaging only applies to the first $16 000. 
* * assumes all on the same taxable situations. In practice 
these vary. 
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amount so calculated is subsequent-
ly adjusted when the actual earnings 
of the current year become known. 
It is possible to apply for a vari-
ation in provisional tax. 
Rate of income tax 
The net tax payable is obtained by 
applying the rates of tax to the tax-
able income. The rates of income 
tax are enacted by Parliament each 
year. 
This article summarises only 
the most important provisions 
of the income tax law affecting 
primary producers. If more 
detailed information is re-
quired, a booklet entitled "In-
come Tax for Primary Produc-
ers" may be obtained from 
the Deputy Commissioner of 
Taxation. 
Tax changes for primary 
producers 
The major changes to the taxation 
provisions for primary producers 
in the 1973 Budget were: 
• the loss of the 20 per cent invest-
ment allowance tax deduction on 
new plant; 
• the reduction of the 20 per cent, 
depreciation allowances applic-
able to plant and equipment to 
either 10 per cent or specific rates 
based on the estimated life of 
the item; 
• the proportioning of the depre-
ciation allowance to that part of 
the year for which the item is 
owned; 
• the reduction of the 100 per cent 
taxation deduction to 10 per 
cent (3 per cent for fences) for 
those items of a capital nature 
such as clearing, draining, pas-
turing, etc. 
AN EXAMPLE 
The example below summarises the 
taxation situation in the tax years 
1972/73 and 1973/74 for a farm 
operated by a family partnership of 
a farmer with his wife and son. 
The property, in a cereal and 
sheep district, has 2 000 hectares 
cleared and grows 800 ha of crop. 
It has a stocking rate of five dry 
sheep equivalents per hectare, and 
runs 2 500 ewes, 1 200 wethers and 
1 700 hoggets. 
After paying taxation the farmer 
needs finance to repay debts, allow 
for expansion and development and 
to provide a living for the two de-
pendent family units. 
The situation can become serious 
if a downturn in incomes follows, 
because funds will not be available 
to pay high taxation resulting from 
previous "good" years. 
Care is needed with stock sales, 
which at today's levels fetch far in 
excess of the book value of the stock 
sold, resulting in significant addi-
tions to taxable income. 
Stock purchases are not directly 
deductible. Selling, say, 1 000 
wethers and replacing them with 
1 000 ewes involving $12 000 could 
result in an extra $11 000 of tax-
able income, even though no spare 
cash is generated. 
Good advice from an accountant or 
consultant is recommended. Not 
only can an assessment of the likely 
situation be made but tax planning 
should help reduce the farmer's 
commitment. 
ITEM. 
chargeable to you 
are allowable. Do not 
notice or receipt. Land rent is~l 
TAX TABLE 
Total Taxable Income 
Not less 
than— 
t 
1,041 
1.121 
1.200 
1,400 
1.600 
1,800 
2.000 
2,400 
2.800 
3,200 
3.600 
4,000 
4,800 
5.600 
6.400 
7.200 
8,000 
8,800 
10,000 
12,000 
16,000 
20,000 
40,000 
Not more 
than— 
$ 
1.040 
1.120 
1.199 
1.399 
1,599 
1.799 
1,999 
2,399 
2,799 
3,199 
3.599 
3.999 
4,799 
5.599 
6,399 
7,199 
7,999 
8,799 
9.999 
11,999 
15.999 
19,999 
39,999 
Tax on Total Taxable Income 
$ $ 
No tax payable 
Two-thirds of the excess of taxable income over 1.040 
53.46 plus 9.8 cents for each $1 in excess of 1,120 
61.30 , 
83.90 , 
109.30 , 
137.50 , 
168.30 , 
237.10 , 
315.50 , 
403.50 , 
501.10 , 
608.30 , 
850.70 . 
1,117.10 , 
1,402.70 , 
1,705.90 , 
2,025.10 , 
2.359.50 , 
2,888.70 , 
3,852.70 
6,036.70 
8,448.70 
21,248.70 , 
11-3 „ „ , 
, 12.7 „ 
, 14.1 ., 
. 15.4 „ 
. 17.2 „ 
. 19.6 „ 
. 22.0 „ 
, 24.4 „ 
, 26.8 „ 
, 30.3 „ 
, 33.3 „ 
, 35.7 „ 
, 37.9 „ 
. 39.9 „ 
. 41.8 „ 
, 4 4 . 1 „ 
, 48.2 „ 
, 54.6 „ 
, 60.3 „ 
, 6 4 0 „ 
, 66.7 ., 
, , 
, , 
, , 
, , 
, , 
, , 
, , 
, , 
, , 
, , 
, , 
, , 
, , 
f , 
, , 
, , 
, , 
, , 
1.200 
. „ 1,400 
, „ 1,600 
, „ 1,800 
. „ 2,000 
, „ 2.400 
. „ 2,800 
. ., 3,200 
, „ 3,600 
. .. 4.000 
, „ 4,800 
. ,. 5,600 
, ., 6.400 
, ,. 7,200 
, „ 8,000 
, „ 8.800 
. „ 10.000 
. „ 12.000 
, „ 16.000 
, „ 20.000 
. „ 40,000 
Rates of income tax payable by indi-
viduals for the year ended June 1973 
(From the 1973 Income Tax Return 
form) 
TAX PAYABLE! 
Less REBATE of 
1 November 1968 
NET TAN 
TAX INSTALMENT 
REFUND 
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